JUL 13 1984
CERTIFIED HAIL

Dear Sir/Madam:

We have considered your application for recognition of

exemption 88 au organirzation described in Section 501{c)(7) of
the Internal Revenue Code,

The information submitted indicates that you were forrzed uader
a partnership agreement on [IIIIININGNGEGEGEEE i the Szate of
. /s stated in your agreement, your purpose is to
invest the assets of the partnership solely in stocke, bonds
and securities for the education and benefit of the partners.

Your wartnership is currently composed of HHlll partners. Your
prirncipal activity is to collect funde from ecach partosr and

inveat such funds in stocks, bonds and securities for profit.
The partners share in 211 of the profits and loesz2e from the

investments.

Section 501{ec)(7) of the Code provides for exemption for clubs
organized for pleasure, recreation, and othar non~profitable
purposes, substaantially all the activities of which are for
such purposes, no part of the net earnings of which inuves to
the benefit of any private shareholder.

Section 1.507(c)(7)-1(a) of the Income Tax Regulations states
that the exemption prQVLded by Section 501(a) for
organizations descri:ws in Section 501(c¢){7) applies only to
clubs which are organizzd and operated exclusively for
pleasure, recreation, and other non-profitabie purposes, but
does not apply to any club if any part of ite net ezrnings
inures to the benefit of any private shareholder. In g&nersal,
this exemption extends to soccial and recreation clubzs which
are supported solely by membership fees, dues and ascessments.
The Service has consistently held, and has been upheld by the
courts in tile position that "other non-profitable purposes"
must be similar to pleasure and recreation. (Revenue Ruling
l’ll’\ 69-635, 1969-2 C.B. 126; Keystone Automobile Club wv.

Commissiouner 181 F. 24 402 (1950)),
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Seztion 501(c){7) was amended in 1976 by Public Law $4-568,
vhich introduced into the law the present statutory
requirenent that "sgubstantially all™ of a tax exercpt club's
activities be ip furtherance of "pleasure, recreation, and
other nonprofitablie purposes” in lieu of the requirement,
which had existed under Section 501(e¢){7) prior to amendment,
that the organization wust be organized and operated
Yaxclusively" for guch purposes. However, the inteat was to
liiberalize allowance of incowme from non-member sourcas in
furtherance of or as a result of social activities, not to
change the Service's pogition as to the genersl nature of
social clubs or the aon-profit purpose requirewent. Senate
Report ¥o., 94~1318 :id Session, 1976-2 C.B, 596 specifically
states the amendment was nct intended io permit social clube
(emphasie supplied) to receive within the allowabie
guidelines, income from the active conduct of businesces not
traditionally carried on by social clnbs.

In The Coastel Clubk, Inc., 43 TC 783 {1965), a duc¥ hunting
club and game preserve repeatedly enteved into o0il and gas
leasee on ¢lub property. The court found that the leasing
sctivity was not incidental to the éxempt purposes of the
organization., It held that the club was engaged in hbusiness
for profit and therefore was not qualified for exerption.

In Revenue Ruling 76-365, Cunulative Bulletin 1876-2, page 144
it was held that an organization comprised of investment cluts
wae not exampt under Section 501(e)(3) cf the Code since its
activities consisted of furnishing information te prospective
investors and members to enable thew to make sound investmente.
Even though other activities were carried on, the furnieshing
of the investment advice, by the association wae consgsidered
netivity to sarve the private interests of the
member-investors.

an

Your club is not organized for plessure, racreation or other
similar purposes, uor eveun for non-profitable purposes. The
primary purpose of vour club is to form a partnership for
invesment in stocks for the partners with all income inuring
to the partners. Consequently, you are not formed to conduct
activitiea which are non-profitable or traditionally carried
on by a social club and it is intended that net earnings inure
to the benefit of private shareholders.

Accordingly, you d2 not qualify for recognition of exemption
from Federal income tax under Section 5C1(e)(7) of the Code



Y

nor any other subsection of Saction 501(c} of the
2re therefore required to file Federal incowe taz

If you ¢n not accept our findiags, we recomnend tlhaz y
request a8 confereunce with a wember of our Regional 5<¢
conference staff. Your request for a coaference eghoul
include & written appesal giving the facts,
information to suppert your position &3 eaxplained
enclosed Publicatioa 5£92. You will then be contac:
arrange a date for a coanference. The couference ns
at the Regional office, of if you request, st any =
conveniant District office. If we do not hear

30 days of the date of this letter, this
tecome final,
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fincerely vours,

Fauacloeure: Publication &92



